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World Economy

By HIROSHIL YAMADA " - 7o
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) ) Finance Critic .. - .
. Since the outbreak of the oil
ftouched off by the fourth Middle East’

“war in October 1973, the world economy
“has” undergone such a'structural up-
heaval that the international economic '
- framework maintained for over a quaf- .
ter century since the end of World War -

I must now be ‘fundamentally ~re-
examined. With ~ the B

advent of the 1970°s,

the . United Siates
clearly 'began to lose
jts_leadership among
the  advanced  indus-
irial. states’ as - its
superiority of strength

.. steadily . weakened.

Asua consequénce, the

world started {0 grope

for mew ways to re- . ..
orient the international monetary and
‘trade setup, in keeping with the new

* multi-polar tendency in world politics.

The - world’s economic upheaval since
the oil erisis has brought 'home to the

 nations of the world that they must

pursue a *“total” relationship of ‘co-
operation, based on equality among all
nations, both industrialized and develop-

" ing, in all aspects of international eco-

nomie activity, such as monetary issue,

* commerce and distribution of resources.

As for the direct impact of ofl crisis,

- anxiety over the depletion of oil re-
sources has lost its urgency in Japan,
“as in many. other developed indusirial

nations. The Jfocus of attention is now
on the soaring prices of crude oil in the
context of inflation in. these countries.
That is, crude oil prices have more than

* quadrupled this year. over 1973, -bring-

ing further heavy pressure to.bear upon

- advanced industrial nations, ‘which are

suffering from “stagflation,” = *

From the latter half of 1972 to the

" first half of 1973, the econpmies of in-

dustrialized hations showed such a
rapid, simultaneous advance as’ had
rarely been witnessed in the *postwar
years. But their real pgrowih Jpace
markedly slackened in the latter half

erisis ¢
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of 1973. Meanwhile, wholesale prices in -

these nations zoomed up in 1973, ‘This -
brought about a clear concomitance of

. business stagnation -and -inflation—to

.wit, stagflation. Many - economics ana-

~lysts.in industrialized mations predicted

thdt the outbreak of the oil crisis would
give added impetus to this stagflation

‘tendency. This was also true of Japan.

¥or example, the Economic Planning
Agency in a report on foreign -econ-
omies published in January 1974 fore-
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Feast that “thé soaring oil prices will
* confront the economies of the develop-
ed indusirialized states with a ‘iriple

g

" hardship'—namely, business stagnation,.
“inflation and worsening balance of pay-:
ments—in 1974, aifecting the economies

of developing nations -as well.” Mean-
while, the Bank of Japan in its forecast

be compelled to face such difficult prob-
lems a@s a reform of the world mone-
tary systém and a new round of -multi-
lateral negotiations for expansion of
world trade, in addition to the oil erisis.

In the spring of 1974, the sharp crude
oil price hikes began to cast a shadow
over the economies of the advanced in-
dustrialized nations in the form of ac-
celerating inflation and the worsening
of the balance of payments. The Or-
ganization for Economic . Cooperation

.- &nd Develdpment {OECD) announced on
| May 16 that the consumer prices of its

: o4 member nations ihcreased by an
. average of 12.1 per cent in the one-
.. year.period ending March 1874.

. By country, sharp rises were register-
¢ ed by all mdjor nations with Japan in
" the lead 'with 24 per cent, followed by
. Italy (14.3 per cént), Britain (13.5 per
" cent), Francé (122 per cent), Canada
: (10.4 per cent), the US. {10.2 per cent)

+

" and West Gefmany (7.2 per cent). . The

galloping inflation was due fo steep

4 global excess. liquidity with the ad-
vent of the 1970s, followed by.:the oil
crisis, ‘which ‘pushed ‘up the production
* posts of industrial manufacturers fur-
; ther, There is a large body .6f opinion
“ that holds that the global inflation, ac-
: companied by high money rates, has
- already taken firm root in the world
economy to some extent. For example,
the Sumitomo Bank said in a report on
- world inflation, released in April, that
' the acceleration rate of inflation in
- terms of the average increase rate of
GNP deflator for OECD’s 24 member
countries stood at 5.7 per cent on the
. average from 1970 to 1973 or, two to
© three times®as high' as dn the 1960's.
: Asfor the laiter half of the 1970's, the
pank forecast that the inflation rate
. would show e major drop because of
‘. world mnonétary -instability and the
: mounting “resources nationalism® in
¢ gdeveloping fations. Therefore, it pre-
. dicted, an apnual jnflation rate of 4 to
lls3;:131' ‘cent would’ continue, ‘keeping the
F'world in a btate of “high:pressure eco-

b
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of the world’s economic.irends  sald
~this year would turn out to be *‘a year:
" of the greatedt ordeal since the end of
i the war,” ‘pointing “out the world wotild

. price spirals ‘against the background of

wka

-
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Examined

As U.S.Leadership Wanes

! There seems to be an opinion i soms
 quarters that in 1974, the economy would
* ‘show_ an ufiexpectedly early recovery in
 such_countries "as Japanr and the US.
. But the opinion  continues ‘predominant
that a stagnant tendency would persist
“for the moment in both industrialized
" and developing nations.- - For: instance,
' the World Barnk said in a forecast of the
" world economy’ publishéd in April that

the real growth rate of developed in-
* dustrialized nations in 1974 would aver-

_age 1.3 to 2.4 per cent, falling far short

i ‘of 6.6 per cent for 1973. It also said
¢ that the stagnation of developed “coun-
* {ries’ economies would deter the.eco-
! nomic growth of developing nations,
* keeping the latter's’ real growth rate

for 1974 to only 2.5 per cent on the
average. vom T et

One of the burning issues in the con-
text of the impact of the oil erisis is

" the balance of payments position of in-
. dustrialized 'nations, which are major

oil consumers. It is estimated that the

" increase in oil prices will boost the oil
. revenues of Middle-Eastern and North

African oil-producing  countries in 1974
as much as about four times over the

- previous year to $57,500 million. On the
. other hand, the sharp oil price spiral
- will ‘produce an estimated iotal deficit
¢ of $35,000 million to $40,000 million in
* the current accounts of developed na-
. tions (24 members of OECD) because

-of increased costs of oil imports.
There i$ a possibility that such a huge
- current account deficit, if left uncheck-
ed, might -cause the nations. involved
to step up their export drive, trigger-
| ing a fierce export race and import
" curbs. In -fact, Ttaly adopted -an im-
. port deposit system in May, while Den-
- mark also sharply raised domestic in-
direct taxes, ' In order to prevent such
* protectionism from  spreading, to the
detriment of the world "economy, the
Ministerial-Council of the OECD, in a
meeting in Paris May 29 and. 30, adopt-
ed a declaration of the. member Gov-
ernments that restrictive measures re-
garding trade, such as import curbs,
excessive export promoting measures
and export curbs, would not. be taken
i during the next year. Indications are,
" moreover, that a conference of the Com-
. mittee of 20 finance ministers, to be
held in Washington in mid-Jine by the
International Monetary - Fund {IMF),
will ‘also adopt a declaration calling for
- restraint on exchange - restrictions.
which might set off a currency devalua-
tion race, in addition to trade restric-
w that the. ofl crisis has resulted
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in iniensifying a conflict of intérest be-
iween developed industrialized states,
efforts are .being made' through such

" international bodies as the IMF and the
OECD to take emergeney self-restraint
measures against frade and exchange
curbs so that the .conflict of interest:
may not bring about @ diminution of

* the volume of world trade and a pro-
tracted stagnation of.the world economy.

" Of course;  developed Industrialized
“nations, ‘'with such self-resiraint as a

" leverage, are hoping tfo translate into’

" reality their long-cherished goal of put-’
ting on a smooth track the muitilateral .
trade negotiations at GATT (General-
Agreement on Tariffs and- Trade) and,
at the same. time, establishing a new
international monetary system -~ as-
“hased on" reliable,’ though" adjustablé
currency values.” " But the ltubtion Bas +
become SO Serious as {o make it hardly
likely that such hope can - be easxly;'
realized.

The #C-20" fmance mlmslers confer- .
ence has been studying. the reform of-.
the international monetary System . with:"
the larget of reaching:broad.agreement .
by July 1874, ' But, it appears,.the work -
is about to be shelved with vittually ne
notable achievements. Indications point -
to the present controlled- float system .
having to be malntained for at least the .
next two or three years, : These éir-+:
cumstances are making the’ ‘monetaty *
unrest a ‘“‘chronic” ‘one, leading people .
to feel a sort of disilusionment about |
financial agsets, as pointed out in the ™
latest issue of Internatmnal Financew
Magazine,. SRR 1

I developed lndustrlalized nations :
coping. with. the ‘currént: accouit;; dehcit;;ﬁ.-
brought abouit-by- “the soll . crisis; ‘eaririot: ¥
hope to improve the. situation” through‘
stepped-up export drives, what  then :
should they do? Prof. H. S. Houthakker £

of Harvatd: Univei'sity;of the U:S.; éal
.in a lecturé: deliveggdi 3k i
regarding the world: '
mlgcrimsg- “What shotild: be done 15 to"
cope »with the situation through capital
-{ransactions rather than boostmg 8X=

Y, /
how surphig forelg ;x 1
hands of “oil- rproduclhgmétlons-—lhat #18,
“ail dollars’ :
trialized states, suffering from their
worsening current account balances, are
_meeling their emergency capital needs .
mainly through loans. from fhe; Eurg-
" dolar market. As for the. recycilng 0
“gil". dollars,” the ‘money.is. now@b in P

chiefly- channeled back intd  the  Euri 3

dollar-'market, -and capital fransactions

for covering the current account defi-

cits of developed countries are actually
taking place mainly in the form of “oil.

dellar” recycling through the Eurodol- )

Jar market.

Japanese bankRB ;g?'lg(\:?%dwppo rnﬁee ..ea

— il b - itiilized, ~ Indus. -

closely walched the investment sttitude
of Arab oil-producing sinles since the
raising of - erude oll prices, have said
@that they. are, unexpectedly taul!ous 104
thelr’ Investment- activily;:  For ‘the pre-
"“ benit, ‘theysaid, thede hatlohis’ will. prob-,
ably contintre their ivestments In short-
- term flelds @s represented by bank
' deposits “and. Ashoﬂ-term government
Securities. . :

‘"' Nevertheless; the recyciing ;-outes o
il dollars are ‘not Hecessarlly . restricted
10 " Internationiél | mdney markels, “suéh’
I ag the Eurodollar market and the: New
N York market, “'Another route’ is throdgh::
- internatiohal organizalions, and this may
i be said to be -desirable from:a view. :
'* point of ensuring -4 -balanced develop~
. ment bf the world econorty. as'a: whole,:
i because such-: recycling - could-' lead ito °
alleviating ‘the balancé of . payments.
« difficulties of - nonoil—producing devejop-.
ing nations, which have been. hit hard
dlrectly and indirectl ly. by the oxl crisis, .

ry «typical éxamp'fe 5 thé: ﬂoaﬂng 'oii;
7 Bis.milllon. Kuwit-dinar. {(abbilf-§17- hithi¥:
Hon) bond; by iithe AéxaﬂuDevelopmeht
" Baiik on May 1 for public subscription,”
~ Meanwhile, the World Bank signed an
- agreement in March to obtzin a §200
;3. million loan * from.the’ Iraman Governs.,
%imetit; and then conchidéd hn sgreement. .
. wlti: the’ Abu Dhabi Goverfinent in May
1o 185ue 2300 ‘million’ dirhams -($76 mil-
hon) bond in “thé . United : Afab ‘ Emi- ;'
_ §rate§  Ih ddition, Oman " .snd , Kuiwait &
‘¥ have hgreéd -to. provide the ‘bahk with
lsyao }hil!]ion agg $208 mlllion;‘"' ' ;
=1y ns oans:v Sidry o i
SR e
??vy‘ﬁt-prddhclng stales ar displb&ing a
. growing - desire  to~ set up financlal in -
X situtions of their .own to furnish non-
- oil-producing developing countries ‘with-.
€~ oll dollars Way of economic aid from, ,;

f.:‘ m ) Sinﬂ‘ i'd
f% v‘elb ook

fh . "*a]‘ﬁ ifigek- &
*iho s.‘*f i rg‘anlz&tion" of &
Pe troléim Expor{ing ‘Countries . (OPEC),
“at its ministerial session on April 1,
formally “decided to set up a “special .
¢ development bank’ for assxstance to de—
: velopmg nations, . ...+ Tt

.+ As 'may ' be geén' from th ’L‘ébo'v‘é;“-:
wmoves related to - oll doflars, " horoll’;
‘producing developing countries ate suf--
fering from the oil crisis directly and
indirecﬂy to a far greater extent than
"are. -developed " Industrialized . nations.’
i Fot', they. -aré ‘doubly: hard . hit by the
i erisls—that:1s,’ through not ‘nly/ the ris-"
i ing Cost3 of erude’ bl Jimipotts,7but also
* the " soaring *prices bt . such goods as
"chetnical fertilizers and industrial manu-
“factured goods vital 'to domestic eco-
-' nomie ‘advance, - which. are . imported
_‘from’ industrislized : ‘states;: -The latest
- 1ssue "of 'The Economist magazine esti-
mateés ‘that the current account deficits

se 2000/08/29 : CIA-RDP79-01194A000100610001-8

ot nonoll-producing déveloping ‘nations

in 1974 would add up to $15,000 ‘million.
w th $22,000 miillion. - And thé|'soaring im- -
& port’ prices of industrial ‘g ds are far

§>moré: responsible far. guch«

3 “thari ;the erude ofl. price hi es‘:.aon this

p score, Secrétaty: Genefal (an

of the United® Nations ~ Conference on

S,

. Trade and Development (UNCTAD) said

:in a memorandum sent to
LN, General _Assembly sesslon on raw
. Materials, ;an:
x“‘Pri sof food: and ; ei‘fﬂizel
géeve thg”natloris' {174 il rls
48,000 million” ovet * the pre\zlous year
" Likewlsé, the import price Increases of
indusmal manufactures will reach .an
estimated $7,000, million to $10,000 mil-
Hon. This would equal or|'exceed an
=, estimated $7,000. million Jnére Bse in thelr
ol Hrport” prﬂ:eg.”*' TR mi"“-f _
b % Enedubdged by " the S suceedsh ralsing
- ol erude-oil prices in- 1973, developing
- nations, bolh oil-producing and nonoil-
pmduang, are showing a s ong capa-
city for going into action for the- pur-
pose of virtually establishin thexr per-
manent sovereignty over their natural
resources as a whole,
The first U.N..General Assembly ses-
siom on raw materials and development,
held in" New - York fro pril”. 8
at "the request of a group |of 77 non-
aligned nations, adopted a |declaration
on. the eStablishment of a “new inter-
national economic order’’ on May 1 after
23 days of debate. -
A set 'of principles as mentioned by
the declaration include the right to na-
tionalize resources, the right to control
the activities of multmatlon 1 corpora-
tions in conformity with the economic
interests of the host .countries, and the
‘establishment of a.just relatl onshlp be-
_tween. the *prices of. primary products
-and other goods exported by developing
nations -and those of industrial goods,
imported. by them in order improve
these nations’ terms of trade.
Developmg nations are finding it im-
possible " to ignore such strohg inclina--
tions {o: promote- - their! economic ad-
vance on the basis of self-reliance.’ The
groping for a new.{ramework of world
economy, necessitated by the economic
upheaval arising from the oll |crisis, can
produce fruitful results onl through
*‘cooperation through elimination of dis-
equilibrium” between developed indus-
triglized nations and developihg nations
as mentioned in the said declaration,

"“"@&'2’

the. special '

dss developmen; jri:;; Aprils.-
ports bY"
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By MASAO FUJIOKA ~
" Deputy D:roctﬂr-General mtemational ;
Finance Bureau, Fmance Ministry

The mternauonal monetary situation
is undergoing the greatest trial since
the end of the War, because of ‘thé so-°
called oil crisis which erupted ‘late last
year: It ig said that due to the sharp
rises in’ oil prices, the surplus ih the
current accounts of the oil-producing
" countries could run up to’the huge sum
of $50 or $60 mﬂhon

in 1974 alone. .

The immensity of

this surplus can be,

undersiood if we com-

" pare _this with the’

world's total Hquidity
- which:.snow amounts
“ o xabout $180 billion,

T A T S g 25512 W A o g

.was takgn qp as'agn ﬁﬁmeﬂiate prob-

*lem. . At that meeting, many of the”

jvanous advahced cguntries which have “
récovered from the initial shock ‘of the &
_ oil crisis recpg mzed that s6 far, the in-: v
. ternational _money markets, _centerings
in Eurodollars, had. been_ doing a good 2

.job"in financing the deflcits stemmmg i
.£rom the oil crisis.” 7"

“At the end of Aprﬂ however, Italy,'{‘
‘introduced the 1mport deposit * system, -,

.and this gave rise to a concern that .

financing of deficit countries cannot be
completely taken care of through mar-

ket channels aloné. -

On the other hand the excess donars .

held by oxl—producmg countries, amount-.
ing to tens of billion of dollars, will be
placed in the Euro market chleﬂy in
the form of short-term funds in the

mmwu ‘
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| Tﬁ}é’atens

* " liberalizing the inflow” i ‘such 'felds ~
as. nonresidents” acqulsxtion of deben-
“‘tures and stocks in yen, borrowmg of
forelgn currencies, namely impact Joans,
the issuance - of forelgn bcmds .and
" As
’the infTation in Japan s progressing
faster than in ofher advanced. countrxes,_
the. policy - of t;ghtenmg money. “supply
~ within_ _our_ counfry is being continued
. for, the” purpose of  slowing it “down.
Therefore “we ‘cannot allow an unhmit—
" ed "inﬂow ‘of foreign funds.”

i We are being careful 1o hold down
the total amount of inflow in keeping
~ with domestic monetary policy, and at

:'_ the same : time o mamtam 4 proper

‘balance among the sectors which re-
. ceive the inflow. - v

“dInadditien to having
i+ the growing effect of
’dnsruptmg the infer- .

Let us turn to the role of -the Tokyo
* market in the light of the above-noted
* international - and domestic ‘develop-

initial period. It does not seem to be ~ ¢
always easy for them to find attractive

tion, this will long-termt investment opporiunities. To g .
 national currencgblsguzémn countries ‘- what extent the large international pay- = rgxents For the past two or three
.pose a serious proole g " ments imbalance, which has arisen from . years, international financial institu-

‘on how to finance the large deficits in
thelr international accounts.
! As a consequence, the work on the
‘reformm of the international .monetary
system, which has been -actively under
‘way for the past two years, will be
compelled to undergo a major revision.
Thus, the effects of the oﬂ C!‘lSlS are:
wxd&spread ) ¥
With the expanswn 0£ the Japanese
economy and strengthening of Japan’s
‘balance of payments position, the inter- .
nationalization of the Tokyo market has
been called for during the past two or
three vears. However, it is necessary.
to consider this problem in"a new light
against the changes brought about by
the oil crisis in Japans mternal and
external sxtuatlon. LT
“Aside from the pohhcal aspect the
biggest task at present ‘in -the inferna-
‘tiona! monetary field is how 0 recycle
the huge amount of oil dollars fo the

.countries showing unfavorable balancesA

of international payments.

It is well known that after the oceurs
rence of the oil crisis, the Committee

of Twenty held a meeting in Rome inm

. January this year, where IMF Manag-
mg Director Witteveen proposed a new
facility fer the reflow of oil dollars.
~i Subseuent to the Washingion energy
- conference initiated by~ the.  United

States; measures are now being “studied

- oildellars.

. '“Apnl, working parts Number 3 of
" the EPC.of the OECD held a ‘meeting

in Tokyo, A S P W flaRe |

- the oil crisis, can be dealt with by the

. market mechanism, will, need to be -

carefully watched in the future. .
The balance of Japan's “international

. paymenis was already in deficit since
" before the occurrence of the -0il crisis, .
. and the deficit in ‘the  basic "dccount
. amounted to $10 billion during last year

" alone. This “deficit was due largely fo

. ihe .government’s policy - of = reducing

" Japan’s large surp]us since the so-called .

Nixon shock in the summer of 1971,

-* taken from ;the standpoint . of interna- -

i tmnal cooperatmn.

Vg

[ T

. policy - has been to reverse

i
7

This was coupled with the unfavorable-

situation created by the oil crisis, just -

at a time when the said policy was
producing its full effects, As agreed
upon at the meeting of the Committee
of Twenty ih Rome, our couniry does
not intend to cope with the pressure on

"the balance of paymenis by resorting

to a devaluation competition, protective
trade measures ‘such as import restric-
tions and export subsidy, or & contrac-

- .- fionary policy for the sake 6f balance
~of payments. Nor does it intend “to
~engage
.under the present situation where it has

in a borrowing competition,

‘sutficient foreign, -exchange Teserves.

Since ‘the oil -crigis, ' our country’s
e former
policy stance -of :curbing the inflow of

toropen a way for stable mvesiment of . ; capital and.promoting its outflow was’

in -the long-term capital -account. Al-

i~ though we will not hold -down the out-

i flow of  capital excvessively, we will

x

: operate it somewhat restrictively.

Dt

¢ tions, foreign Governments, etc., have
been active on the issuance. of yen-
. .denominated bonds in Tokye. . .
When Japan was a surplus country in
| the recent past, we wanted to prevent
t the yen assets acquired by nonresidents
Irom being used for speculative pur-
, Doses. Also, from the standpoint of
g capltal exports we .encouraged the tak-
, ing out of the yen- currency proceeds
! from the flotation of yen bonds, in the
; form ‘of . foreign currency. However -at
“ the present time when Japan has a -
large amount of deficit, we want to

" minimize the adverse effects “on the

balance of payments of the issuance
..of yen—denommated ‘bonds, although
this is no change in the baszc policy

= -of opening our Iparket for forexgners

" needs.
Before the turnamund of our balance

" of payments, we wanted to study the
¢ possibility of introducihg irade finance

by the yen, but we cannol bit suspend
.ittempormlyatﬂustimewhenthe
deficit is 100 hig. -
We think_ ﬂxat

is “temporary. ‘We he‘heve that the
. tight-monéy pohcy, which’is now being

. -pursued. as a measure 10 cope with the
v - inflation, will in due tnne bring’ about
i avorable -effects .in our - international
©. accounts as well, and that the above-

- mentioned reversal in exchange policy
also will produce .satisfactory results.

i .As the basic aim of eur country’s policy
~ & 1o operate the domestic ‘economy

soundly and thus mamtain the . confi-

200608129 nGHARDRRI 01 494 A0 O 05 $90GF}-§e beliove that the
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large deficit of Japan, which ha§ re-

sulted from the effects of the surplus-

reducing policy and the oil crisis coms-

" bined, will be resolved in due’ course. -

Taking advantage of the wave of m-
ternationalization, Japanese ‘banks and.
securities companies” have been carrys
ing out large-scalé activifies during the .
past few years. Foreign banking organ-
izations’ advance into Japan has been-
conspicuous, too. At present, Japanese .
banks have 82 branch - offices and 86
representative. offices abroad.  Also,

'  foreign banks have 63 branch offices '

and 67 representative offices in Japan.

“ We will continue ‘close economic rela-

tions with other countries, and there is
no change in our intentiop to internas’

- tionalize the Tokyo market in the mone-

tary field. The surplus, and deficit ‘in
the balance-of payments is subject to
constant fluctuation, as has been the
case with. every advanced - country.
However; we earnestly hope and in fact
are making efforts ihat international
transactions may not be inconvenienced
by a change in the mternatxonal pay-
ments situation.

The work_on the. mternatxonal mone-
tary reform, which has been under way
for the past two years, nmiet with a
by-blow from the oil crisis and have
gone no_further than deciding to work

. By HIROO SASAKI
Director and Chief Manager of Research

Dept., The Industrial Bank of
Japan, Lid,

‘ Let us show, In the £irst place, our

"view on the situation of the world eco-
norny. World -economic expansxon slow- -
ed ‘down markedly in the second half of
‘last year, mainly due to the prevalence
“of tight-money in most countries. The
situation was further intensified by the
oil crxsm in October. As a result, busi-
ness ' is now showing
“growing signs of stag-
-nation. In the United
-States, industrial pro-
duction has been fall-
ing off since -the be-
ginning of 1974. The
cutback is accom-
panied by the extreme
sluggishness of auto-
mobile sales as in
other advanced cour-

: 11-1&3 GNP in read terms for the Janu-

sary-March period was lower, by.:6.3 per

¥

.0il prices and Rlch'inﬂatio

~-gent p.a., than in the preceding quar-

“ter., Moreover, the rate .of unemploy-
“ment has continued absve 5. per cent
since the- beginning-of this year, "’
“Price indices are still continuing to
rise throughout the world, under the
impact of the steep increase in crude

pprove

‘i%eleas

T for mutual agreement ‘ofi 1hé outline of
¢ fhe reform, at the 'C-20 Minislers’ meet-
i, ing scheduled for June. Therefore, it
{” seems likely that the inauguration of a
~new monetary system will be delayed
- for a cons:derably long time.

oy

e

the Committee af Twenty to watch the
" adjustment ’ process to adopt guidelines
“for the floating, in order to give order
" to fhe worldwide floating situation, to
"lay down the SDRs’ {ransaction values,
“and ‘to pledge. not to resort to trade re-

o :w-m»r-v;_w s

- {0 be unrealistic to restore the monetary
, “system which was wrecked by the Nizxon
shock and the.yen will come fo bear
g part of the role in the international
1 monetary system. We' are prepared to

shoulder a part “of the international re-
* sponsibility in_ accordance - with the

“wishes of the warld. In this sense, we -

. think that the Tokyo market also will
; move in the direction of internationaliza-
, tion, though gradually. d

- ‘Lastly, 1 know that there are voices"
- calling for the expanswn of dollar trans-

; actions in Tokyo, in connection with the
internationalization of the Tokyo mar-
ket. -
furing of a Euro-dollar market on a

small scale, like' the Asian-dollar mar- .

as the slow growth of supply, wage
boosts and high international commochty
prices. Thus recent wholesale prices in
“the major Western countries, except
West Germany, are all around 20 per
.cent above those for the same permd of
last year.

Initially, the ol crisis was expected

-fo have a strong- deflationary influence,

+80 some couniries began to relax theu', '

credit_squeeze. However, the oil crisis
[turned out to have relatlvely weak de-

,ﬂatmnary effects because measures to .

Teduce the supply of oil were not sirict-
Jdy enforced ‘by the Arab countries and
strenuous -efforts were exerted by the
vil-consuming countries "to secure ade-
quate supplies. As a result, the ecoun-
iries which somewhat relaxed their
credit controls had to revert to a tight
money policy again in order to restrain
inflation. :

» Thus, the world economy in 1974 is
aexpected to confront a recession in the
Inidst .of continuing inflation, the now
awellknown -condition of stagflation,
:Therefore, two seemingly contradictory
spolicy objectives must be simultaneous-
ly pursued in delicate balance—the curb-
~ing of prices on the ‘one hand and the
:stimulation of economic activity an fbe
other. Policy management will have to
:be finely tuned to. the barometers of
prices-and unemployment. -In the latter

At the:
" Ministers’ meeting, an agreement is ex-'
pected to be reached to take such mea-
, sures in the meantime "as to reorganize’

" strictions. At any rate, it now seems

‘This presumably means the mur. -

ket in Singapore. 1If this is to be done,"“
however, it will be necessary to take -
;spemal measures in the fields of taxa-
: tion and exchange controld,
,also have to study the ] ssible’ effects
on the ‘domestic monétar “situation. .

" The development of the yen market i
wxll certainly be ore of |the tasks ‘'we
“have to face in view of the size of our :
’economy However, ‘whether or not fo °
“ereate a market for dolla ﬁ'ansactiom‘;

"in addition to the yen n maxj et i5 a poIicy"
c‘noxce which requires careful” considera-
tlon. “Of ‘course, it I desirable to Lift
‘ . unnecessary restrictions on dollar trans-
¢ actions.  In this sense, sh ri-term dollar
' fransactions among: the esidents_ were
. liberalized two years “ago. In’ other
. words, what is called the dollar call
market was . born: in - Tokyo.. As to
§whether or not to extend this liberaliza-
. tion to nonresidents-and |ereate some-
thing like the Euro-dollar market, we
- have not yet formed any. conclusion. It
is worthy of note, even under the exist-

" ing regulation"s,;that the Japanese banks’

loans overseas already |increased by
~ $5,500 million in 1972 and by $6,100 mil-.
lion in 1973, with the balance of the
. loans at the end of fhat year amount-
t’mg to $13,300 million, including $7,300
. million in medium- and long-term. loans, -
cand that Eurodollars are being . freely
mtroduced as funds for ese loans,

rease

to. recover, though slowly, with' rising
prices as. an inhibiting factor. As a
;result, the rate of growth of GNP for
dhe year will slow down from the pre-
cedmg year showmg hardly any growth
in some "countries, -such as the United
States. Reflecﬁng this ation, growth

" in'the volume of world trade, which was
* 14 per cent last year, is expected to de-
* - cline this year to about 5 per cent. No-

¢ minally, ‘however, it wi

continue to
-.grow at a high a:mual af,e of 30 per

« cent “"or more.

. The ma]or problem in h_e world eco-

. Britéin,
Italy, France, Japan and some other
advanced countries will suffer especial-

. ly large deficits. In-the industrial world,
as a whole, they are expeeted to range

- from 30 to 40 billion doliars, 'Such defi-

o

cits are already beginning to appear.
To cover these deficits, (borrowing on
the Eurocredit market is actively taking
-place. In ‘the January-March. period
alone, a total of $10.2 billion has been
borrowed an amount nearly equivalent
to the entire 1973 amoun obtamed by
the advanced countries,

splcucus are $4 billion borrowed by

P9 0 P9t CYALRDPF G 1 94A0001 00610001-8"

Britain, $2.7 billion by Fr
billion by Italy,
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There 1s probably a tacit understand-
ing among the advanced countries that
an afternpt fo solve the deficit problem
by resoriing to such measures as de-
valuation and import restrictions would
prove mutually harmful in the long run
to both their:economies and the prinei-
ple of international cooperation. There-
fore their immediate measures to cope
with the deficits will be centered on -
Euro-finance. Since the competitmn for
loans on the Euro-market is severe, the
problem is to what exient the demand
for loans will be met in'the future. Ac-
cording to the reports, such counfries -
as Italy-and Denmark, where the addi- -
tional borrowing of Euro-dollars 'is be-
coming difficult, have decided to restrict
imports effeclive from the beginning of -

May. It is therefore now feared that i

more and more. countries may gradually
turn to such means to escape the dilem-

ma as their international payments situa-. |

tion worsens in the latter half of 1974,

Developing countries that bave no oil
of their own are expected to be puf in
serious plight. They will be greatly af-
t  fected not only by the higher price. of
“ erude oil but alse by the decline in the

“~=export of primary -products resuliing

“wm the decline in world trade, a rise
- "in the price of fertilizer, and a shortage
of food. Under the present situation, it
is extremely difficult for these countries
to borrow funds from the Euro-market
because of their low credit status. In
"addition, measures for the recycling of
il dollars are still in the planning stage,
and the establishment of international
channels for =zid to these .developing

countries will be a task of top priority in

the field of mtemanonal fmance m
1974,

Whether or not the wor}d economy wxﬂ
improve at all in latter half of 1974 and,
go on to 2 definite turn toward recovery
-in 1975: can be said io depend largely
‘upon the spread of protectionism {which
has begun {o appear among some coun-
tries in the form of import réstrictions),
the degree of progress in recycling of

oil dollars, and the attitude of resources

bearing countries toward the sharing of
their natural wealth.

As for the Japanese sconomy, it is
currently entering & recession. The rea-
sons are many and complex The gov-
ernment’s txght-money measures for
enrbing the rapid rise in prices since
the oil crisis are permeating the eco-

. nomy. The still uncertain prospects” for
- ol supplies have weakened confidence
+ iy, the future .of business. 'In -addition,

the progress of inflation has noticeably

""‘ected the consumer behavior. With

#w, increase in the basic expenses for

jeod and clothing, ete., optional ex-
penses for durable goocLé and services
have, to be curtailed because -of the re-
duced discretionary income. Thus, the
demands for such items as automgbiles
and celor TV sets, which have a big

inducing effect on industrial production,
‘~has rapidly declined, and this is un-
" doubtedly one of the major factors in
the bosiness recession this tirne.

Under these” circumstances, the eco-

f nomy . will ‘ probably continue to slow

 down for some time. The rale. of real
* growth in the first half of this year may

. well approach zero. As to business in-

" come, the profit of the compames for the
first balf of fiscal 1974 will again show

a decrease. While .we tan expeet that

. the prices, which have continued to rise,

J will gradually calm down, inflation is

. \st.ﬂl expected to linger.” So it will be

* pecessary fo keep an eye ‘on trends m
.. prices.

.-+ If growth in the first half Wﬂl m'o‘bahlv
be almost zero, what about growth in
the second half? The clue to the answer
is that inflation in the second half may
become severe again. Sharp increase
in oil pnces will further affect the rela-
‘tive price patterns. = The revising of
public utility rales (something that has

so far been largely sidestepped) and the

adjustment of steel prices will be un-
avoidable. this time.
per cent increase in wages won this
sprmg by labor wilt possibly further fuel
~ the'inflation. Moreover, because produc-
“tive capacity of basic’ mdustrxes has not
" inereased for some time, the supply

. of steel and petrochem-ical products,

which caused & serious shortage of

© - goods last year, will remain at about

- the same level in 1974 as in 1973.

* - In view of the above factors, adoption
of positively expansive economic poli-
" cies would not be feasible. Demand will
“have to be more or less restrained,:
i though some easing of policies may be
expected. With such & cautious manage-
"ment of ‘the economy, however, mild
“economic recovefy and checking of in-
" flation can be foreseen in the second
“half -of this year.

Finally, there remains the problem of
our international balance of payments.
Recently Japan’s exports have climbed
50-60 per cent over the same period of

- the preceding year. This seems to have
given the impression that an all out ex-
port drive was conducted. The Econo-
mist magazine of London, in its June
1 issue, argued “Mr. Fukuda, finance
minister, presided over the much-dis-
ig guised reactivation of the Japanese ex-
- port drive.™ But we are afraid that-
" this explanatlon is rather exaggerated.
¢ The recent increase in exports was due

: mainly to the heavy demand of basic

- materials such as steel, fertilizer and
chemical products from developing coun-
* tries. These materials are vital for their

¢ -export industry and their domestic deve-
. lopment. Our exports are not driven by
- internal’ depression,

“but- pulled - from
abroad. Therefére, the growth in our

- exports will declme when as mentioned

This plus the 30 .

+loosen
. supply to avoid a depressmn this may

" earlier, the economy of the developing

countries beging to slacken. Looking

. at the matter realistically, we can con-
. clude that there is little prospect of our

future exp.:rts showing . a marked m-
crease,

Business:

Finance Séén

‘Stable by
Late 1974

B e

By TAKASHI NAKAMURA o

i Director and Chief of the Research

Department, Dai-Ichi Kangyo Bank, Lid,

The triple dllemma——mﬂatlon, depres-
sion, and unfavorable balance "of inter-

'natlonal paymenis--is a problem not
limited to our country but common to

the advanced OECD member- nations.
Because of this dilemma, the various
countries. are having
difticulties in econom-

- ic "'management. In

other words, i they

_ strengthen the {ight-
_ening of, the money

supply for the pur-
pose of curbing -infla-

.tion, it ‘may spark a

depresgzon and if]
conver»s ely, they
~the money

rekindle inflafion and an increase in the

-unfavorable . ba]ance of international
. payments. ) '

‘In the case of our -country, the over-

‘seas causes of inflation have generally
- calmed down with the recession of over-

seas business, except for the crude oil

_problem. As to the domestie scene,
:there remain the cost-push factors
gbacked by. the sharp rise in the crude
.oil price, the resulting raises in the

prices of oilrelated products, the un-
precedented wage -increases brought by
the spring labor offensive, ete. How-
ever, other problems appear to have
been nearly resclved, at least for the
time being, with the calming down of
total demand. As a ‘matter.of fact, the
rises in wholesale prices over the pre-
ceding months have been showing con-

- siderahly stabilization, registering 0.7
.per cent rise both ’in Marc'h and in

April, \
As to the balance of mtematxonal pay-

.ments which was the cause of worry

because of the sharp rise-in the crude
oil ‘price, foreign currency reserves in
February and March showed slight in-
creases, for such reasons as the favor-
.able tone of exports after that and the

frol
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fore, we think that there IS no need for *

taking an overly pessmustlc view of the
future. ' =, .

Furthermore economic achvmes are
-steadily calmmg down because of the

tight money policy which has now been ,
~continued for more than a year.  -Busi-

" ness liquidity on hand also has. dropped
{0 "the lowest level in history.”

In short, the tight money policy is
bearing fruit, for the time being "at -
least, and it will presumably be revised
in some way or other in fiseal 1974,
according o the trends in commodlty
prlces. sl EETLRE

Prospects of Economles

Ty Demand-supply relations’ <.
As to private inventory mvestments
there were rapid increases in unexpéct-
ed investments at boih the slages of
" production and of distribution diring

the January-March period of this year. |
It is therefore expected that they will -

be "adjusted during the period of 1974
as a whole, and that inventory inve.st-

B _ments will be restored to normal in 1975,

+when prospects for business recovery
will have become clear.

According to some opinion surveys
private equipment investmenis appear
to be unsettled urider the present situa-
tion. Parily because of investment re-
strictions and difficulty in the procure-
ment of funds, it will be during the
January-March period of 1975 that such
investments will show activity. With
regard to public investments, which are

very effective in creating demand.
drastic measu:r- . to postpone them have
been taken sin.e fiscal 1973, and these
measures are expected fo be unplement-
ed with considerable severity in the

+first half ef this fiscal year, too. In
the latter half, however, payments out

of public funds will increase for such

reasons as the wage increases for pub-
lic service personnel and increased pay-
ments from the food control account as
a result of the raising of the producer
rice price. . With this, publie invest-
menis also -are expected fo move toward
expansion, due also fo growing require-
ments for-avoiding a depression and im-
proving social capital. -

Let us take up personal consumptxon
which ¢arries the greatest weight among
the items of demand. - Although the
average rate of the basic pay -increases

~through this year’s spring offensive has
reached 30 per cent, which is ihe high-
-est in ‘history, the growth 'in dispos-
- able personal income is less than this
rate, in spite of the ¥1 trillion tax re-
duction (1st year), for such reasons as
the difficulty in the expansion of
bonuses, “the decrease in indefinite in-
comes due to the slowing down of pro-
duction activity, and the low growth
_.rate of personal income from unincor-
«porated entegprises, except agriculture. _
Moreover, a decline in the public trend
toward consumer goods’ purchases and
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a rise In that foward Savings'&re ex-
- pected because of the more frugal con-
,‘ sumers’ aititude of defending thelr live-
v Iihood, which attitude has been instilled -
= by the inflafion since "the last fiscal
**year, .and efforts to make up for the -

“.inflationary erosion of balance of their

; bank deposits. As a result, the growth -
below the average rate of the basic
pay increase. won through - the “spring -
_offensive. It will "account for 25 per
" cent - annua]ly. but the growth of real
_consumption will be only a few per cent,

. Jor it will be mostly eaten up by prlce

. rises,

"' Potential demand for housmg ‘will be

i str(mg, ‘but because’ of the expected :

. rises in land prices and construction -

;"~‘= expenses, the numiber of dwellings fo -
“be constructed from fiscal 1974 and the
-increase in the amount of money avail-
“able for 'the construction Wwill be less .
than in-the preceding fiscal year. In

- the latter-half, however, this trend will

. Eradually change to an upward one, re- -
- Becting 'a revision of the tlght-money
pohcy, an increase’ in dxsposable per-

¢ sonal lncome, etc. -

From what has been mentloned above,'

{ it can be.anticipated ‘that the growth
““rate of total demand in fiscal 1974 will
reach a high of 22 per cent (nommaﬂy),
but that it will stop at only 2 per
cent in real growth (after allowing for
inflation).

Production. on the other hand, is al-

in personal consumption will drep way

" ready tending to show liftle expansion
~ at present for s'uch reaésons a5 the sha.rp v

A B s e

i cannot be said thaf the g i between -
“demand and supply is too wide, because .
- the growth in capabilities i
" facilities has been small sgin

- providing
e 19717 If
demand rises rapldly ‘in, the future,'-."
there will possibly . arise.an| increasing

' imbalance. between demand nd supply.

To. _dcquire an equlllbn between

_them, therefore, policy imp ementatmn
{0 restram demand will be

keynote
even in the future, = o 7

(2} Iniematxonal balance of payments
The increase in crude oil imports will

" be limited fo several per cent, but on

:precedmg fiscal ‘year,’ beca
:sharp rise in the crude oil price.

‘materials,
-goods, etc., except that of
_are already tending to reach

the other hand,. the paymen for crude
‘oil in fiscal 1974 is- expected to show
an increase of about $9 billigr mover the
‘of the

However, the prices of indpstrial raw
capital ~goods, | consumer
crude oil,
the limits

at present. Also the quantities of these

-goods are expected: to incy ease only

slightly, peflectmg the stagnancy in pro-
duction-activities and caimng down of
business. Thus, the increase in the total
amount of impérts will -concejvably stop

Outlook on Actual Ecdn(ir'nic Activities

cmred with preiious period

T 15 lv-adjurstd rate of ingn o
~ € ) anpmsmmtﬁp'nmasﬁscﬂym .
In ¥ 160 million ;
N Fiscal 1974, -~ Estimate-
Y Bty | B0 “m;fe e
g - : S First % L - Secon
Estmate .1 HaltYear | Half-Year
o i .- 1 - 605,000 756,500 - 710,500 =] - 802,500
Privat e ! Al
rivate consumer expenditare | o ag - (25.0%) 10.7%F | - 1[12.9%)
v Freeat e 4 216,500 269,500 252,500 286,500
fl’s expendRure: ' (191%) - (245%) . A4 | [9.3%3 |- [13.5%]
 Custent exmen ditar 105:000 ] - 135,500 .1 127,000 - 144,000
S penditure . | 310 (29.0% [12.4%] 1 [13.4%]
Capital expendiaze” | 111300~ | 134.000 125,500 .| |142,500
pitel expenditute (15.6%) 20.2%) [6.4%] 1 113.5%]
L, . 1 97.000 113,000 .- 104,000 _ 122,000
P , 22,
fivate housing expenditure | Gs2% L aeswy~| s 5%] "I 117.3%]
Private corpordte plantand 233,000 . 275000 .. 271,000 ., 1279,000
_eqmpmentexpendxture (36.8%) CA80®y .1 . [5.7%] . 4 13.0%]
7 48,000 739,000 -4 5,000 | ] 33,000
Pnf“ﬁm"m‘m EXPEP“!““G 107.3%) ¢ 187%) | .1109%31 |1 | 26.7%)
Export, ete. 134,500 193,500 178,500 | . 208,500
S (22.6%) (47.1%) [21.8%] - {16.8%]
Tmport, etc. -142.000 194,500 186,000 " 203,000
2 € (61.6%) . (37.0%) 112.4%] "19.1%]
’ . ) 1,189,000 1,452,000 1,375,500 1/528,500
n ., * 3 s |
7 Gross ngtional expenditure | ') ey ] _(223%) - [9.0%1 - [[11.1%9
‘Real growihzate 725591 | - 740,103 | 716,245 | 763,961
' growth 6.8%) @owy | [ 14% - {[6.7%]
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dt 9 per cent over the preceding fiscal
year. As for exports, there is _much

iatent overseas demand -for ‘iron and
" steel, chemiéal products, ete., and there

is pressure to export “bextxles, automo-
hiles, household electric appliances, ete.;

because of the inactive domestic de-
- mand. Thereforé, there is a great pos-
* sibility that exports on a nominal basgis .
will increase tlgy 36 per cent, exceeding
the 32.4 per ceni growth in the last fiscal -

year,

show a surplus of $4 billion. But the

balance of invisible trade and, that of
capital account will still be unfavorable,

although exchange controls have been
revised to defend international accounts
by such means as curbing the outflow
of homeland capital.
balance will register a $3,800 million
deficit, showing a considerabie decrease
in comparisen with the $13400 million
deficit in fiscal 1973. 7
(3) Trends of commodity prices

The biggest overseas factor of infla-
tion' ds the average 62 per cent raise
of the prices of oil products in March.

The overseas prices of industrial raw
materials, excluding crude oil, follow-
ing the sharp rises in the preceding
fiseal year, are not expected to rise so

* sharply, with the calming down of world
~ business.

The -import prices of capital
and consumer goods have been tending
40 fall since the latler half of fiscal
1973, and therefore it is expécted that
they will level off or mcrease only

i ‘shvhﬂy in fiscal 1974. .

Iy short, the prices of nnpcrts €x-

cepting crude oil, are generally going
~in ‘the .direction of stabilization, and the
“weight of overseas factors W:ll -dwindle

considerably in 1974,

The next question is what the domestxc
factors of inflation will become. As to
demand-supply factors, o begin with,
the tightness of demand and supply will
be nearly resclved in the first half of

this fiscal year on: af:count of the’ stag-'

nation in demand, as mentioned above.
However, in view of the present situa-
tion, where supply capacity .is inflexible,
there remains the fear that demand and
supply will become tight again upon
recovery of demand in the latier half.

. By ICHIRO TAXEUCHI -
Councilior, The Bank of Tokj_ro

Because of the sharp rises in oil prices,
an imbalance in current transactions,
amounting annually to a huge sum of
about $50 billion, is expected to arise
between the oil-producing and oil-
consuming countries. ~ If the consuming

As a ‘i;esult the trade balance will

Thus, the general ,

"solution of the factors of overseas in-

Of course, some measures for demand
conirol are expected fo be continued
throughout this fiscal year, and there-
fore it will be possible to avoid such

tighiness as ‘was_seen m the last fiscal .

year. “
The secand problem is the cost fac-

tors., 'mere are plans for raising the -
prices of -various kinds of basic ma-
p.increases
in personnel expenses ahd the ralsmg.

terlals, in' addition to the

of _public utility _charges. However in

view of the trend of demand jin this -
fiscal year, it will be 1mpossxble to shift

them to pricés easﬂy In the light of

the degree of the rises in wholesale
priceg since. “the oil crisis, it is observed B

that' there have already been consider-
‘able preemptive price raises. So’ there
‘must be not a htﬂe room for enterpnses
{0 absorb the rises in'cost through seri-

ous efforts for ratxonallzatlon and for

‘the improvement of preductivity.

Also, there is a growing sense of tight-
ness in the financing by enterprises.
In the aspect of funds oo, therefore,
there is now little room for them to
be able to take speculative actions, buy
up goods, or hold back sales.

From what has heen predicted above,
it can be expected that the commodity
prices in fiscal 1974, although leaving
“some problems in the cost-up factors in
the future, will show a itendency toward
_being gradually stabilized, with ihe dis-

¢ flation "and tight demand and supply,

:- which caused the rapid rises in com-

[N

modity prices ‘In the last fiscal year.
However, the “left-over” from the pre-
ceding fiscal year is sq big that the
annual average rises will be as high
as in the preceding fiscal year, .with
the rise in wholesale prices accounting
for 19.8 per cent and that in consumer

- prices 21.2 per cent, | !

. sonnel expenses,

(4) Business results
The business results “in fxscal 1973

- were generally favorable because of the
" sharp increases in sales on -account .of
- the rapid progress -of inflation and the

,lag of the rises in costs, including per-
, In the first half of
fiscal 1974, however, business results are
expected to be in bad shape because
it is anticipated that the increases in

change rates or in impoyt restrictions,
in an effort .to eliminate their deficits,
this may. cause” the

same confusion in the

worid .economy as

that ~in the. 1930's.

Among - the . major

couniries, therefore,

sales will slow down on the one hand,

while on the other, there will be a sharp
" increase in personnel expenses, an in-
" crease in the cost for reduced produc-

: tion, reflecting the stagnation in produc-
: * tion activity, and a general Tise in the

pmces of raw materials’ 1o -be kept in
'“stock. Tn the laiter half, however, they

" will improve through business recovery, -
* and the business results throughout the

* fiscal year W:Il not drop below the 1evel, '
:_, of fiscal 1073 . e

Pmspects of Monetary Conthtions

With regard to demand and supply of
funds in this fiscal year, there will be
“'an increased issue of Bank of Japan
. notes and a wide-scale issue 'of govern-
. ment bonds, with the expansion of no-
3 _minal -personal consumption. On the
. ‘other hand, there will be an increased
paymeni in the food control account due
_ to the raising of the producer rice price
- and a sharp decrease in the excess of
- withdrawals over payments in the pub-
lic-to-government balance of the foreign
exchange aceount. As z result, the shori-
age of funds will show a decrease in
comparison with ihe preceding year,
amounting to ¥3,%00 billion.

Business finance has already become
-considerably asmmgent because of the
tight money since last year. During the
- April-June period, the "same tightening
Iine as hitherto is scheduled {o be foi-
- lowed, and the peak will be reached in
July when demand for business funds
is expected to be coneentrated, although
the lack of ecordination among enter-
prises and among the types.of industries

~will stil! remain. .
- From the July-September {o the
October-December period, . however, the
~ tight-money policy is expected to under-
go some revision or other. About that
-~ itime, ~demand for funds among enter-
- prises' will also show 'a declining ten.
* dency as a reaction to the stagnation
in invesiment activities in the first halif,
and- business finarce Wlll'gradually be-
: come norroal. We: think that in eas-
ing this policy, it will. be possible to
t answer the' question -of whether the
Japanese economy should return to the
high-raie growth policy line as of to
date or move forward with a perspec-
tive for 2 welfare society.

Future World Economic Stability
ﬁw)epends on.Recycling Oil ‘Money

agreement not fo ap-

peal to such a beggar-

my-neighbor  policy,

and also to make up

the deficits in~current

transaction * by the recyé!mg ‘of il
money. e

i Ris expected that the greafer part of

countries _ resorfy iy FEFRSEPF JF Rl eas PO ST E 96 IA-RDPT9- 01194 A0 G} BT Hi o - the politically
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:* velopment finance Institutions by various -

peutral Euro-dollar market out of con«
sideration of political and economic risks,
and will be invested there in the form .
of short-term bank deposits which are :j

~of high liquidity. Thus oil money wi

be recycled chiefly through the Euro- :
dollar - market. In ‘expectation of this, -
various countries such as France, Haly,
Pritain, Spain, and’ Denmark have suc-
cesswely advanced into the Euro-dollar
market, and are now ‘engaged in opera-
tions for large—scale, syndlcated bank

loans. s
" If the recycling - of 011 money through
the Furo-dollar market progresses .

smoothly, it will be possible to. adjdst :

the imbalance in international payments

-and maintain the stability of the world -

economy. However, ﬂus stxll leaves many
prob!ems unsolved. S
. . N PR

Italy, unable to Wlthstand the pres—
‘sure of its deteriorating foreign currency °
reserves, due to deficits, has recently
decided to carry out import restrictions
under an import deposit sysfem.. This
action by Italy seems to suyggest some
of those pending problems.

The first problem is that even in such

an advanced country as Ifaly, there is

a limit to the recycling of oil money
through the markef. The ‘international
payments balance in Italy has been un-
‘favorgble since the year ‘before last.

“To cower the deficits, that country de-

pended heavily upon medmm—term loans
from the Euro-dollar market, and as a
result, the loans from July in the year
before last to April of this year were
run up to a fotal of $7,500 million. There-
fore, as to the recent $1,200 million
syndicated loan designed for the recycl-

_ ing of oil money, one bank after another

reportedly . refused to partlcxpate in jhe
syndicate, ;

In other words the recyclmg of oil
money, whith goes through the markef, N

is affected by the borrowers’ credit risks.
It can-be thoufht that Italy’s having

--aesorted to the means- of import re-

“strictions may be due partly to’its can-
sideration of this effect. This is ail the
mare so in the case of developing coun-
iries having few resources -and. less
.credit. Here is the reason why -the re-
cycling of oil money through such.inter-

" national .organs as IMF and/the World“'

‘Bank is’ being studied.

iSecondly, the problem of credit risks,
sawhich has come to the fore with the
example of Italy, seems fo suggest a
- new direction of the flow-of oil money

- in the future. If there is a limit to the
' -;intermediation- of Eurobanks in ‘the
market, in view of the risks in credif
andliquidity, the recycling will not make
progress unless -the oil-producing -coun-
tries themselves also share these risks.
The development in this direction is seen
in the establishment of investment or,de-
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¢ Arab nations, and the successive ap-

f pearance of consottium-banking as joint

venftures between Arab banks and those -

* of ‘advanced countries. This will lead to
gradudl expansion of the fields in which

f oil ‘money will ‘be recycled, on the in- °
¥ itiative of Arab nations, for the develop-
" ‘ment projects by Arabs themselves or .

for. development aid to’ developmg coun-_

" tries’ eentermg in Afrlca.

Thxrdly, mterest is 'bemg aroused also"

" by the fact that Ytaly has preferred im-

ape -

of the’ hra, as a means of ad:ustment
-Under a situation wheré various "coun-
‘tries are bemg plagued by such severe
inflation” ds at "present and pressed for
" meastres to cope withit, tliey are unable
. to tske the step of ﬂoatmg down the

EE -.dw.ﬁ:,u«

exchange raté as'to conflict with their

- anti- inflation. measures, even if they

“‘are designed to improve the balance of ‘
" ‘internationial , payments. They wil na-"~
turally come to choose import restric-”

tions as a means of adgustment
| " Thus, it can be said that new confu-

! sion due to & competitive revaluation -

. race has come fo_be worried about, al-

" though the danger of devaluation, which

: was feared at one time, has become

- extinet. An attempt to maintain by im--

port restrictions the exchange rate
- level, which has come to be over-

estimated, means nothing more than a

revaluation race. _

The danger of a competitive revalua-
tion exists even in the relationship be-
- tween the mark and the dollar. West

Germany seemns to have the idea that
* the floating -up or. revaluation of the

mark s rather desirable as a measure .

N

port resirictions to the floating down . :

to. cope with inflatjon -within that .

country. The United States also’ thinks

- rate from. falllng, as an antl-inflation
- measure in that country. Therefore, the
floating up of the mark’is not desirable
for the United States, ‘for this will lead
to the floating do
" all the currencies in estern Europe.

- "1t thé dolar quotation is not stabilized,
;.in-the foreign' exchange market, oil
- .money will flight from the dollar to a
stronger currency, and this will bring
the recycling through the Euro-dollar
market to a standstill. Mareover, if a
-.huge flow of oil money becomes specula-
- tion, the exchange market will be thrown

JroTeaes

of: ‘the dollar against

that it must prevent the dollar exchange

V .mto great confusion. The only way tos

.

- prevent this is fo- strengthen exchange
- -controls.. In such a situation, however,
- oil-producing countries will feel uneasy
about . selling ‘their oil in-dollars;  and

they will turn to bilateral barters with .

consuming countries. Some of them may
restrict the guantity of ofl production.
In any case, the economic -order of the
: world will be thoroug}ﬂy -destroyed, and
-the resultant decline in trade will bring
about - - - strong . deflationary

e e

- at présent, s that these’

- tem™ which is aimed aﬂ‘__

. bf the SDR’s againstc
. brought into the

" aimed at laying down an
g for the reform by the end of July. How-
; ever, this has been given up

" include the establishment ¢ -3

throughout the world.~

'I'herefore, stabﬂizatmn d
" is a matter of concern not

tthe doliar
only for the

as a whole. It is because o
t ity of stabilizing the .dol
t rate that studies are hemg
restabhshment of some’ guideline ‘or oth-
Ter for -interventign -under | the- ﬂoatmg

* exchange

i
tUmted States” but also : fzrthe wo;ld_‘:

o

~chances of currency reform have reced-
“ed to the ;background because “of the
“occurrence of the oil crisig, and where
- there is no_other way bul 1o continue
, fioafing for some time in fhe fiture,

Dependmg upon the way this guideline -

* the ﬂoatmg system will begome in suh-
stance extremely close to the ﬁxed rate
Ctype. [

; The general nnpressxon

is decided; it is not mco%ewable that

is that the
possibility of monetary reform has con-

. siderably diminished _because of the oc-
. currence of the oil crisis. T1& operations
: at the 20-nation Finance Ministers Con-

. ference, for example, were Initially
outline plan

and a policy
* of leavmg off the.discussions ‘to date,
for the time being, has been’ adopted,
_ with_‘the operations divided into two
parts—preparation of -a,blueprint for re-
form, which should be called an exten-
sion of the “Morse Report,” and’ the
formulation - of ~ immediate measures
gzcessary to mamtam the st bﬂity of the
at. = ..

Itis reported that the imm| diate meas-
“ures-as. the latter part of

for Intervention, eclarification of the
values of the SDR’s and’ ’s surveil-
~ lance over the operations to be made
by the member nations, and the strength-
ening of the IMF organization, Depend-
" -ing-upon the future progress of negotia-
‘tions among the Western.countries, the
role gold, ‘which is the basi problem in
monetary reform, may al.so be included
among these measures

What is. common to th measurés
whxch are requiring’ immediate attentlon

1o the fore on account of

and that they are also.chief points in
question in regard to mone reform
It-has’ already been " pointed -out _here

Vit s necessary 4q fnaintain the stablhty
- of the dollar in'coping with the oil crisis.
" This is a realistie approach {o “the sta-
ble but adjustable exchange rate sys-

for utlljzmg the SDR’s

ﬂus necess-.

made on the

iy

es,ystem in spite of the sithation where .
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’ fof guaranteeing exchangé rate in cases
- of IMF's acting as an interinediary for
. _the recycling of oil money..The problem
" .of gold also has arisen out .of the need
~“for reinforcing preparations to be made
" in coping with the oil crisis, If ‘can be
* said that if, as a result of“this, mutual
agreement is reached even provisionally
~on the roles of the SDR’s and gold as
primary reserve assets, this also will be

: a realistic approach fo ‘Tnonetary re-
Fformh,n b

[ Strengthening the functions and struc:
I ture of IMF is also necessary to strength-

£
; time beinig, and this will' at the same

£ time lead to the ‘strengthiening’ of IMF.
. as a_means of achieving monetary “re-

* forit.- In this light, it Seeins more per-
! tinent to understand that the problem of

¥ en the controls Bver floating for the:

i
1
i
!

" monetary reform has not receded be-

cause of the oil crisis, but has been
switched from the desk discussions to
date to'a realistic approach of gradual-

'y carrying it out’ through trial and
erfor, What is essential in fhis regard

- Is’to stabilize oil money and-quaraniee’

¢ its recycling. o7

el S e e R B

Oil Seen Causing Conflicts of

it s i ke

" Interest

By HIROICHI NISHIYAMA
Manager, Interhational Department, The
Sumitomo Trust & Banking Co., Ltd.

The oil crisis, resulting from the Mid-
east War last October, has had a great
.-effect on oil prices now soaring, though
“the -worst case of g continued reduction
-of-oil. supply was ‘avoided.
In the several years fo come, inter-
ests will conflict between oil-producing
countries which will have a surplus

ligquidity of “oil
money,” advanced
industrial  countries

greatly affected- by
imports of high-pric-
ed crude oil, and
developing couniries
that lack -in resources
‘and have a shoriage
of foreign = currency
reserves, Under these
circumstances, the . _ . .. .
world peeds wisdom and acling power
to find cooperative and stable ways to
solve problems concerning the interna-
tiongl monetary system,  trade and
.capital movement among these groups
-of :counfries. ;
in doing so, a clear division should
* be drawn between fhe short-range prob-
. lem of finding a breakthrough in the
present state of affairs and the long-
range problem of ensuring a harmoni-
ous development in the future. In any
case, matters may develop into more
serious and almost insoluble problems
if each country gives priority to the pro-
“‘motion of its national interests and at-

~tempts to solve its problems impetu-

sously.

It advanced industrial countries try
- {0 promote exports by tacking soaring

crude oil prices on to expert prices .

within the limit of acceptable terms of
trade and they try fo improve their
international payments through import
restrictions, resources-supplying coun-
tries might again use restraints on ex-
ports of resources as a device to raise
their prices as well as resort o retalia-
tory measures including nationalization
1of - foreign enterprises,

.

on thepart of;tdevelolping"nations that

lack in resources, they might feel it

meaningless o expect international or-

.ganizations to help maintain the Tules .

of a free-enterprise economy and might
refuse to take part in international
talks. v

The world mow faces serious prob-

lems: can worldwide cooperation be en-

sured on the basis of the Tules of GATT
without a setback in the promotion of
the liberalization of trade and capital
movements and can a feasible interna-
tional monetary system be established
without causing many nations fo com-
pete with each other in devaluing their
currencies? o

I would like‘tro state my opinion con-
. ization of Japanese banking instiiutions

under such difficult and severe circum-
- stances. . : el

of Japanese enterprises. abroad.. In

- Japan, which successfully developed. her
" economy in a short period, _various
difficult problems with respect o her

© industrial structure have come to the
" surface in the 1970s. .

Tt can be sald that fhe outbreak of

" the -oil crisis has made some of these

problems more. acute for Japanese in-

dustries for which a solution is urgent.

Indusiries consuming much resources

. and energy face the strong need fo ex-

* pand themselves abroad in order to

" secure resources, while Iabor intensive

_ industries are confronted with the same

. need in order to cope with rising labor
costs at home.

But the result would be negative if

. these industries took an interest only

in recovering invested capital in a short

“period witheut paying due consideration
"_to the realities of the host couniries.

Industry Should Adapt Locally

Efforts should be made to adapt such
_enterprises to the local communities .so
' that the host countries niay not accuse

these enterprises. of plundering re-

- cerning the future-of the internatipnal- ‘

- . First-is the (iilestion of bankmg busi- -
* ness in connection with the expansion

sources, exporting pollution and exploit-
ing local workers with low wages.

1t is thus undesirable that industries
competing with similar industries in the
" host countries should enter such “coun-
. tries. Industries,” however, that not
only supplement the local industries of
_the host country but also play a key
“role in the economic development of
the ‘host country, should expand them-
selves abroad. :
_As for banking institutions, they
should so cooperate as to financially
.help Japanese enterprises adapt them-
selves 1o the local communities abroad.
~ The past internationalization of the
" Japanese banking business took the so-
called- “out to out” form of financing
- customers of various couniries on a
global basis using Euro-currencies.
-1t 38 a Jfact that Japanese banking
institutions ofien neglected to follow up
Japanese ~enterprises’ direct invest-
ments abroad by supplying, through
affiliation with local banking institu-
tions, operating funds and funds for
additional investments in order to help
‘the. activities ‘of these enterprises, as
" local ones.

The pattern of banking business and
enterprises entering foreign markets in
‘the cooperative- form of a three-legged
‘racé firmly assimilating themselves
. with local communities should become
the main trend in future international
financing. Not only enterprises but
banking institutions also” should serious-
ly tackle the problem of assimilating
themselves and helping the nurinring
of local money markets.

Second is the need to establish long-
term financing in the international bank-
ing business.. As is well known, the
jnternational operations - of Japanese
‘banks have shifted from the foreign ex-
- change business to the medium- and
Jong-term financing business.

‘Medium- and longterm financing in
"the form of “borrowing short, lending
jong” in which Japanese banks have
raised short-term funds from the Eure-

. currency markets- and employed them
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on a medium- and longlerm basis -

through such means as syndicated
loans, however, has raised a great ob-
stacle to. the sound operations of bank- -

- ing institutions, although rt has achleved
- Tising popularxty. R

It is cornmon knowledge in ﬂxe bank-
ing industry that this form of business
' represents primarily an unstable way
of raising funds and rarely leads to
continuous -and long-term- investment
and bankmg operations. -

Absence of Capltal Markets

The fact that this form of medlum-
and long-term banking business- has be-
come popular despite such a shoricom-
ing is partly due to the absence of capi-
tal markets capable of supplying ade-
quate medium- and long-term capital.

Tt+was also due to the fact that there
. sexisted motives such as advantages in
‘wcompetition and merits in increasing
returns, which were sirong enough to
make banking institutions engage in
such a business at the sacnﬁce of sound
managemeut

This trend has been common not only
to Japanese banks but also to forexgn
banking institutions.

As the same time, however, efforts
have been made to attain the long-term -
stabilization of Euro-currency markets
as represented by the introduction of
negotiable. certificates of deposit (CD)
and bonds. - CD issues by Japanese.
banks in the Euro-currency "markets
sincg September 1972 is one example.

The need to establish. long-term  fi-
nancing in the international banking
“ business means the need to raise.funds -
- ona ferm long enough to achleve sound

operations.

. ‘Transactions in ‘the Euro-currency
- markets will hopefully be realized not
. only on a longer term by helping such

medium- and longterm items as CD.
and bonds take firm root, but also by
utilizing on a long-term basis the -*oil
money”’ which is expected to accumu-
late in the next few years.

Most of the “‘oil money” is expecied
to flow back to the Eurc-currency mar-
+kets and the United States, but it can
well -be expected that such funds will
be used for portfolio investments in
~Jdpan as well as investments in Japa-
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;" nese real estate if the nation’s foreiga.
xchange controls are eased ‘and also

i if the forelgn exchange rate Momes

*

stable. L '

Third is the queshon of investment -
‘and financing toward developmg coun— :
: mes that do not “have resources. .

- With a few exceptions, most advanc-
. ed industrial nations have fallen to the
;. position of  capital-importing - countries
. following ‘the outbreak of the ofl ecrisis, .
- eagerly introducing Euro-currency as a

means of covering payments deficits

'resultmgirmnsharpmcreasesina'udei
" ofl prices. .

; How of funds from' countries

k3
®
| O
h
¢
i
[

Cme 17,«.,:-797,.,»',-1”,.“‘“

with ™ pay-
ment surpluses to those: with) payments
deficits, or from advanced mdusfnal=
counmes fo developmg ones.i ‘

In the future, however, kit is expect
ed that the flow of funds will naturally
be from oil-producing or Tespurces-pro-
ducing countries 1o oﬂ-consummg or re-
-spurces- consummg oountries. . ;.;"5.,, N

In this situation, it is-one ‘o the most
important tasks to ensure a steady flow
of money from oil-producing or re-

© sources-producing natjons to _evelopmg

b natmns that do not have Tesour

Couniries ﬂ»athavebeen}ithard&st__f ;

under such circumstances are develop-
ing countries which do mot produce oil.
These nations have been suffering
from a “{riple punch.” In addition to
increased payments for crude ofl im-

v projects for deve]oping natio
: syndicated loans.. Adequate

ports, they face the problem of a’de- . '

crease in aid from advanced industrial

countries whose payments posiions
have shown a deficit, as well as baw
ing been driven out of the Euro-cur-
rency markets because of their Jow
credit standing.

Balanced Economie ’D_evelop_ngent ..

To achieve 'a balanced dévelopme_nt
of the world economy, it i essential
that measures should be taken to ensure

. a flow of funds toward developing coun-

tries which do not produce oil or are
laekmg in resources. At the same time,
advanced industrial countries should not
compete in imposing import barriers or
devaluing their currencies.

In particular, i ¥ considered to -be

. the responsibility of advanced countries

to ensure the flowing back of funds,

. through the extension of credit, assis-

tance, or by acting as mtermedxanes,

- toward these.developing countries that

are in the weskest economic position
because -of their lack-of oil and oiher
resources. :

However, since the extension of credit

- and assistance to these developing na-

tions involves highly' political factors,

international cooperation by both gov-

ernments and prlvate sectors is neces-
sary. .

Past international capital transactions,
in which advanced industrial nations

- played a central role, .centered on the

measures
‘should be taken to prevent this financ-,

:_ing pipe from being closed abruptly on

account of the nation’s deterioration bal-
ance of international: payments ‘and . for-
elgn CUITENCy reserves.

It seems to me that the’ ]ong process

" of sowing the seeds of a development

- project and having it later bear fruit
should be the essential aim of interna-
tional cooperation, ‘independently of the
position of one’s ba'ance of | pavments
or of the level of nnes foreizn curreaxvy
reserves. .




